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CONFIDENTIAL STATE 301 174 
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TAGS: ENRG 

SUBJECT:OPEC PRICE DECISION 

1 . WE BELIEVE OUR COMPREHENSIVE DIPLOMATIC EFFORT TO 
DETER A FURTHER OPEC PRICE INCREASE HAS HAD A SIGNIFICANT 
IMPACT ON EXPECTATIONS AND IN INFLUENCING THE DYNAMICS 
OF THE OPEC DECISION MAKING PROCESS. IN ADDITION TO 
YOUR HIGH-LEVEL REPRESENTATIONS, A NUMBER OF DIPLOMATIC 
EFFORTS HAVE BEEN UNDERTAKEN: 
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- SENIOR ADMINISTRATION OFFICIALS HAVE MAINTAINED AN 
ACTIVE DIALOGUE WITH LEADERS OF VARIOUS OPEC COUNTRIES 
WITH EMPHASIS ON THE PRINCIPAL PRODUCERS. IN THIS 
DIALOGUE WE HAVE STRESSED THE ADVERSE IMPACT OF A 
FURTHER PRICE INCREASE, CALLED PARTICULAR ATTENTION TO 
THE PLIGHT OF THE DEVELOPING COUNTRIES, AND RAISED 
APPROPRIATE POLITICAL AND BILATERAL CONSIDERATIONS. 

- WE HAVE CONSULTED WITH THE LEADING INDUSTRIALIZED 
COUNTRIES AND OTHERS TO SHARE OUR RESPECTIVE ANALYSES 
AND TO ENCOURAGE SEPARATE APPROACHES TO OPEC MEMBERS. 

- WE HAVE APPROACHED SELECTED INFLUENTIAL LDCS AND MOST 
AFRICAN GOVERNMENTS TO ENCOURAGE THEM TO MAKE THEIR 
VIEWS ON A NEW PRICE INCREASE KNOWN TO OPEC MEMBERS. 

- WE HAVE PROVIDED CONTINUING GUIDANCE TO ALL 
DIPLOMATIC POSTS WHICH THEY ARE USING IN CONTACTS WITH 
HOST GOVERNMENT OFFICIALS TO MAKE THE US POSITION AND 
ANALYSES KNOWN AND TO REFUTE ERRONEOUS ARGUMENTATION 
FROM OPEC SOURCES. 

- THROUGH PUBLIC STATEMENTS AND BACKGROUND MATERIAL 
WE HAVE ENSURED THAT THE PRICE ISSUE HAS BEEN GIVEN THE 
PUBLIC EXPOSURE AND IMPORTANCE IT WARRANTS. 

2. NEW OFFICIAL REPRESENTATIONS JUST PRIOR TO THE DOHA 
MEETING COULD REINFORCE OUR OVERALL DIPLOMATIC EFFORTS. 
AT YOUR DISCRETION YOU SHOULD APPROACH YOUR HOST 
GOVERNMENT TO REITERATE OUR FIRM CONVICTION THAT A NEW 
PRICE INCREASE WOULD BE HARMFUL TO THE GLOBAL ECONOMY 
AND CANNOT BE JUSTIFIED ECONOMICALLY. YOU COULD DRAW 
ON THE FOLLOWING TALKING POINTS FOR GUIDANCE. 

3. TALKING POINTS. 

- THE OIL PRICE INCREASES OF 1973/1974 CONTRIBUTED SUB- 
STANTIALLY TO THE SEVERE GLOBAL RECESSION OF 1975. 

- A NEW PRICE INCREASE WOULD BE HARMFUL TO THE STILL 
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FRAGILE RECOVERY OF THE WORLD ECONOMY. EACH FIVE PERCENT 
INCREASE WOULD INCREASE THE OIL BILL IN CONSUMING 
COUNTRIES BY $6 BILLION. VIEWED GLOBALLY, THIS LOSS OF 
PURCHASING POWER WOULD BE OFFSET ONLY PARTIALLY AND WITH 
AN EXTENDED LAG BY PRODUCING COUNTRY PURCHASES. 

- ANY ADDITIONAL OIL PRICE INCREASE WILL ADD SUBSTANTIALLY 
TO THE RATE OF INFLATION IN THE MAJOR INDUSTRIALIZED 
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COUNTRIES. 

- THE IMPACT OF A PRICE INCREASE ON CERTAIN INDIVIDUAL 
INDUSTRIAL COUNTRIES PARTICULARLY THOSE HEAVILY DEPENDENT 
ON OIL IMPORTS, WOULD BE PARTICULARLY SEVERE. 

- THE NON-OIL DEVELOPING COUNTRIES WILL SUFFER MOST 
FROM A NEW PRICE INCREASE. THEIR OIL BILLS HAVE 
ALREADY RISEN FROM $3 BILLION IN 1973 TO $13 BILLION IN 
1975, SEVERELY CONSTRAINING THEIR DEVELOPMENT EFFORTS. 

FOR EACH NEW 5 PERCENT INCREASE IN OIL PRICES, THESE 
COUNTRIES WILL FACE MORE THAN A $1 BILLION LOSS ON 
THEIR TRADE ACCOUNT. 

- EACH 5 PERCENT INCREASE IN OIL PRICES WILL REQUIRE 
AN ADDITIONAL $1.2 BILLION IN FOREIGN BORROWING IF 
THESE COUNTRIES ARE TO MAINTAIN IMPORTS AND 
CONTINUE TO GROW. THIS WILL PLACE ADDITIONAL STRAINS 
ON THE WORLD'S FINANCIAL INSTITUTIONS. 

IN ADDITION TO ITS ADVERSE IMPACT ON THE WORLD ECONOMY 
A NEW PRICE INCREASE IS ECONOMICALLY UNJUSTIFIED. CLAIMS 
THAT THE PRICES OF OPEC IMPORTS HAVE RISEN DRAMATICALLY 
IN THE PAST VARY WIDELY FROM ANY SET OF DATA OF WHICH 
WE HAVE KNOWLEDGE. 

- SINCE MID- 1973, THE DOLLAR PRICE OF MAJOR INDUSTRIAL- 
IZED COUNTRY EXPORTS HAVE INCREASED ONLY 30 PERCENT 
YET OPEC HAS INCREASED OIL PRICES BY WELL OVER 400 
PERCENT. 

- THE MOST RECENT STUDY, DONE BY THE US BUREAU OF 
LABOR STATISTICS (BLS), INDICATES THAT THE DOLLAR PRICES 
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OF THE EXPORTS OF 14 MAJOR INDUSTRIAL COUNTRIES TO OPEC 
HAVE RISEN BY ONLY ONE PERCENT FROM MID 1975 
TO MID- 1976 - SEE 
STATE 297624 FOR-DETAILS. 

- OTHER STUDIES OF EXPORT PRICE TRENDS TO OPEC DONE BY 
THE US OR OTHER INDUSTRIAL COUNTRIES USING DIFFERENT 
METHODOLOGIES S;OW VERY SIMILAR RESULTS. 

- THE DIFFERENCE .ETWEEN THESE FIGURES AND THOSE CITED 
BY OIL EXPORTERS CAN BE EXPLAINED PRIMARILY BY 1) THEIR 
USE OF CIF FIGURES WHICH ARE HEAVILY INFLUENCED BY 
EXCESSIVE DEMMURAGE AND RELATED CHARGES IN CLOGGED 
PORTS; AND 2) THEIR TENDENCY TO ASCRIBE INCORRECTLY THE 
DIFFERENCE BETWEEN INITIAL ESTIMATES AND ACTUAL PROJECT 
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COSTS TO INFLATION IN THE INDUSTRIAL COUNTRIES RATHER 
THAN THE DIFFICULTY OF ESTIMATING PROJECT COSTS IN THESE 
COUNTRIES AND THE EFFECT ON THEIR FINAL COST OF LOCAL 
INFLATION RATES AND BOTTLENECKS. 

IF QUESTIONED ON THE ABOVE POINT YOU MAY WANT TO 
ADD THAT OUR CALCULATIONS INDICATE THAT DOMESTIC 
INFLATION IN OPEC AS A WHOLE HAS AVERAGED ABOUT 20 
PERCENT OVER THE PAST TWO YEARS. THIS INFLATION 
APPEARS TO HAVE BEEN FUELED ALMOST COMPLETELY BY SKILLED 
LABOR SHORTAGES AND RAPIDLY RISING RENTS AND OVERLAND 
TRANSPORT CHARGES. ROBINSON 
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